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OATH OR AFFIRMATION

1 ' Anthony J. Kirincic : swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Kirlin Securities, Inc. )
: : , as of

December 31 .. 2002 | are true and correct. I further swear (or affirm) that neither the company nor any partner, pro-

prietor, principal officer or director has any proprietary interest in any account classified soley as that of a customer, except as follows:

ILENE B. ALLEN ' L |
PUBLIC, State of New York 7" T Sigane
- NOTARY #4886165 Co - Cev

' &/M }g ( @LL_/ Qualified in Nassau County T Tite
: d TermeirevsN\arch2.:QQ-Q-j ,

Notary Public

This report™* contamns (check all applicable boxes):
(a) Facing Page.
)] Statement of Financial Condition.
D (c) Statement of Income (Loss).
D (d) Statement of C ashfiouss
D (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
D (fy Statement of Changes in Liabilities Subordinated to Claims of Creditors. ’
D (g) Computaticn of Net Capital,
D (h) Con{putation for Determination of Reserve Requirements Pursuant to Rule f5¢3-3.
D (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

] () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule }5¢3-3. :

I___] (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation. ; i

(I An Oath or Affrmation.

D (m) A copy of the SIPC Supplemental Report.

D {(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

#* for condirions of confidential treatment of certain portions of this filing, see section 240.J7a-3(e) (3).
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GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Stockholder of
Kirlin Securities, Inc.

We have audited the accompanying statement of financial condition of Kirlin Securities, Inc. (a
wholly owned subsidiary of Kirlin Holding Corp.) as of December 31, 2002. This financial
statement is the responsibility of the Company's management. Our responsibility is to express an
opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
statement of financial condition. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall statement of
financial condition presentation. We believe that our audit of the statement of financial condition
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material

respects, the financial position of Kirlin Securities, Inc. as of December 31, 2002, in conformity
with accounting principles generally accepted in the United States of America.

GOLDSTEIN GOLUB KESSLER LLP
February 14, 2003

1185 Avenue of the Americas Suite 500 New York, NY 10036-2602
TEL 212 372 1800 rax 212 372 1801 www.ggkllp.com
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KIRLIN SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION
-

December 31, 2002

ASSETS
Cash and Cash Equivalents $ 2772648
Due from Clearing Brokers 559,303
Securities Owned: :
U.S. government and agency obiigations, at market value 320,103
State and municipal obligations, at market value 757,450
Corporate bonds and other securities, at market value 535,467
Nonmarketable securities, at fair value 25,841
Rebate Receivable 964,000
Representative Loans 547,914
Furniture, Fixtures and Leasehold Improvements, at cost, net of accumulated
depreciation and amortization of $2,944 342 574,986
Due from Parent Company 496,013
Other Assets 637,760
Total Assets $ 8,191,485

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Securities sold, not yet purchased, at market value $ 143,205
Accrued compensation payable 1,627,966
Accounts payable and accrued expenses 1,711,126
3,482,297
Commitments and Contingencies
Subordinated Liability 2,500,000
Stockholder's Equity:
Common stock ($.001 par value; authorized 100 shares,
issued and outstanding 10 shares) and additional paid-in capital 10,009,243
Accumulated deficit (7,800,055)
Total stockholder's equity 2,209,188
Total Liabilities and Stockholder's Equity $ 8,191,485

See Notes to Statement of Financial Condition
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KIRLIN SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2002
1

1. ORGANIZATION Kirlin Securities, Inc. (the "Company") is a wholly owned subsidiary of Kirlin

AND SUMMARY Holding Corp. ("KHC" or the "Parent™).

OF SIGNIFICANT

ACCOUNTING The Company is a full-service, retail-oriented brokerage firm, specializing in the

POLICIES: trading and sale of both equity and fixed income securities, including mutual
funds. The Company also offers a managed assets portfolio program to manage
the financial assets of its clients. The Company has offices in New York, New
Jersey, Florida and California.

The Company is registered as a broker-dealer with and is a member of the
National Association of Securities Dealers, Inc. (the "NASD").

This financial statement has been prepared in conformity with accounting
principles generally accepted in the United States of America which require the
use of estimates by management.

Furniture and fixtures are depreciated on a straight-line basis over the economic
useful lives of assets, not exceeding five years. Leasehold improvements are
amortized over the lesser of their economic useful lives or the expected term of
the related lease.

The Company maintains its cash in bank deposit accounts which, at times, may
exceed federally insured limits. Cash equivalents consist of money market
accounts maintained at two banks.

2. DUE FROM The Company does not carry accounts for customers or perform custodial
CLEARING functions related to customers' securities. The Company introduces all of its
BROKERS: customer transactions, which are not reflected in these financial statements, to its

clearing brokers, which maintain the customers' accounts and clear such
transactions. Additionally, these clearing brokers provide the clearing and
depository operations for the Company's proprietary securities transactions.
These activities may expose the Company to off-balance-sheet risk in the event
that customers do not fulfill their obligations with these clearing brokers as the
Company has agreed to indemnify its clearing broker for any resulting losses.
As of December 31, 2002, there were no material unsecured amounts owed to
the clearing broker by these customers in connection with normal margin, cash
and delivery against payment transactions.

At December 31, 2002, substantially all of the securities owned and securities
sold, not yet purchased, and the amount due from the clearing brokers reflected
in the statement of financial condition are security positions with and amounts
due primarily from one clearing broker.

3. REBATE As provided in the clearing agreement, the clearing broker will rebate, in
RECEIVABLE: amounts and at dates specified in the agreement, 50% of the clearing fees and
other items (as defined) up to a maximum of $2,500,000. The rebate will be
paid by the clearing broker in the amount of $250,000 on March 31, 2003 and up
to maximum installments of $62,500 at the end of each subsequent calendar

quarter through March 31, 2005, at which time the balance will be payable.




KIRLIN SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2002

5.

6.

SECURITIES
OWNED AND
SECURITIES
SOLD, NOT YET
PURCHASED:

PROPERTY AND
EQUIPMENT:

INCOME TAXES:

Securities sold, not yet purchased, consist of the following:

State and municipal obligations $ 64,989
Corporate bonds and other securities 29,253
U.S. government and agency obligations 48,963

$143,205

Securities owned and securities sold, not yet purchased, are stated at quoted
market values.

Securities sold, not yet purchased, represent obligations of the Company to
deliver specified securities by purchasing the securities in the market at
prevailing market prices. Accordingly, these transactions result in off-balance-
sheet market risk, as the Company's ultimate obligation may exceed the amount
recognized in the financial statements.

Nonmarketable securities represent investments in restricted shares in public
companies and shares in privately held companies not readily marketable
amounting to $25,841, which have been valued at fair value as determined by
management.

Property and equipment, at cost, consists of:

Depreciation/
Amortization

Period
Furniture and fixtures § 610,700 5 years
Office equipment 2,319,660 3 years
Leasehold improvements 588,968 Term of lease
3,519,328
Less accumulated depreciation
and amortization 2,944,342
§ 574,986

The Company files consolidated federal income tax returns with the Parent and
separate state income tax returns. Current and deferred income taxes are
allocated to members of the consolidated group by computing such taxes as if
each member were a separate taxpayer. Federal income taxes payable are
payable to the Parent.




KIRLIN SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2002

l — Il

7. STOCKHOLDER'S
EQUITY:

8. SUBORDINATED
LIABILITY:

9. NET CAPITAL
REQUIREMENT:

The Company has a net operating loss carryforward of approximately
$2,500,000 available to offset taxable income through 2022.

The Company has recorded deferred tax assets of approximately $2,900,000 at
December 31, 2002 resulting from net operating loss carryfowards and other
temporary differences. In recognition of the uncertainty regarding the ultimate
amount of future income tax benefits to be derived from the net operating loss
carryforwards and other temporary differences, the Company has recorded a
valuation allowance of approximately $2,900,000 at December 31, 2002.

KHC has adopted two stock plans covering 1,600,000 shares of KHC's common
stock, pursuant to which officers, directors, key employees and consultants of
KHC and the Company are eligible to receive incentive or nonqualified stock
options, stock appreciation rights, restricted stock awards, deferred stock, stock
reload options and other stock-based awards. At December 31, 2002, options to
purchase 454,971 shares of common stock at exercise prices between $4.54 and
$48.00 per share are outstanding. Such options vest over periods of up to five
years and are exercisable at various dates through September 2012.

Subordinated liability represents a subordinated loan arrangement with BNY
Clearing Services, the Company's clearing broker, in the amount of $2,500,000.
The loan agreement is noninterest-bearing and calls for principal payments of
$250,000 on March 31, 2003 and equal installments of $62,500 at the end of
each subsequent calendar quarter through March 31, 2005, on which date the
entire unpaid principal balance of $1,812,500 is due. This loan has been
approved by the NASD for inclusion in computing the Company's net capital
pursuant to the Securities and Exchange Commission’s (the "SEC") Uniform Net
Capital Rule. Subordinated debt is withdrawable by the lender at stated maturity
dates or withdrawal can be accelerated upon six months' notice. Any
subordinated debt can be repaid only if, after giving effect to such repayment,
the Company meets the SEC's capital regulations governing withdrawal of
subordinated debt.

As a registered broker-dealer, the Company is subject to the SEC's Uniform Net
Capital Rule 15¢3-1, which requires the maintenance of minimum net capital.
The Company computes its net capital under the aggregate indebtedness method
permitted by rule 15¢3-1, which requires that the Company maintain minimum
net capital, as defined, of 6-2/3% of aggregate indebtedness, as defined, or
$250,000, whichever is greater.  Additionally, the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1.

At December 31, 2002, the Company had net capital, as defined, of $1,363,016,
which exceeded its minimum net capital requirement of $250,000 by
$1,113,016. The Company's ratio of aggregate indebtedness to net capital was
2.45to 1 at December 31, 2002.




KIRLIN SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2002

10. RETIREMENT AND The Company sponsors a retirement and savings plan for all full-time employees

SAVINGS PLAN:

11. COMMITMENTS
AND
CONTINGENCIES:

12. FINANCIAL
INSTRUMENTS:

13. EMPLOYMENT
CONTRACTS:

over the age of 19 pursuant to Section 401(k) of the Internal Revenue Code. The
Company matches 50% of each participant's contribution up to $2,000 per
participant per year. Effective March 31, 2002, the Company ceased matching
any of the participant's contributions.

The Company leases office space at several locations under noncancelable leases
expiring at various times through October 31, 2006. The minimum annual rental
payments for these leases are as follows:

Year ending December 31,

2003 $1,306,761
2004 837,293
2005 309,486
2006 80,482

$2,534,022

The leases contain provisions for escalations based on increases in certain costs
incurred by the lessor.

Other assets include a certificate of deposit, which is collateralizing a letter of
credit, for the benefit of a landlord, in the amount of $100,000. At December
31, 2002, there were no amounts drawn down on this letter of credit.

In the normal course of business, the Company has been named as a defendant in
certain litigations and arbitrations arising out of its activities as a broker-dealer
in securities. It is the opinion of management that the various litigations and
arbitrations will not have a material adverse effect on the Company's financial
position and the results of its operations.

The Company's activities can include the purchase and sale of stock options and
warrants. Stock options and warrants give the buyer the right to purchase or sell
securities at a specific price until a specified expiration date. These financial
instruments are used to conduct trading activities and manage market risk.

The Company may receive warrants as part of its underwriting activities for
initial public offerings. Such transactions may result in credit exposure in the
event the counter party to the transaction is unable to fulfill its contractual
obligations. Substantially all of the stock options and warrants are traded on
national exchanges, which can be subject to market risk in the form of price
fluctuations.

As of December 31, 2002, the Company has employment agreements with
certain employees through August 2008. The agreements provide for base
salaries, discretionary bonuses, brokerage commissions and allowances.




KIRLIN SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2002
[ e

The minimum base salary and allowance payments are as follows:

Year ending December 31,

2003 $1,751,000
2004 921,000
2005 755,000
2006 755,000
2007 755,000
2008 503,333

$5,440,333




KIRLIN SECURITIES, INC.
INDEPENDENT AUDITOR'S
SUPPLEMENTARY REPORT ON
INTERNAL CONTROL

DECEMBER 31, 2002

GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants




GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants
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INDEPENDENT AUDITOR'S SUPPLEMENTARY REPORT
ON INTERNAL CONTROL

To the Board of Directors and Stockholder of
Kirlin Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Kirlin Securities, Inc. (a wholly owned subsidiary of Kirlin Holding Corp.) (the "Company") for the
year ended December 31, 2002, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we
have made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in
any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in accordance with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

0
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Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods 1s subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk that
error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving internal control,
including control activities for safeguarding securities, that we consider to be material weaknesses
as defined above. ‘

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at December 31, 2002 to meet the SEC's
objectives.

This report is intended solely for the information and use of the board of directors, management, the
SEC, the National Association of Securities Dealers, Inc. and other regulatory agencies that rely on
rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers, and is not intended to be and should not be used by anyone other than these specified
parties.

ptditoirs Lploch- Hasbor, XXP

GOLDSTEIN GOLUB KESSLER LLP
February 14, 2003




